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SELECTED FINANCIAL DATA

The table shows selected financial data for each of the last five years. The table is derived
from our consolidated financial staterments that are included in the Annual Report. You
should review the complete Annual Report and the consolidated financial statements for a
more complete view of our company and its financial results.

SUMMARY OF FINANCIAL POSITION - as of December 31,

(dollars in thousands except per share data)

2006 2005 2004 2003 2002
Total assets $52,623 $41,714 $40,864 $34,432 $28,664
Working capital $16,236 $17,125 $18,801 $16,314 416,519
Total long-term debt - $3,225 $3,411 --- ---
Shareholders’ equity V) $27,646 $25,986 $23,996 $25,619 $21,227
Shareholders’ equity
per common share % $2.72 $2.56 $2.36 $2.93 $2.43

() See Note 7 to the consolidated financial statements relative to dividends declared and or
paid in 2006, 2005 and 2004.

2} On June 23, 2005 the Company authorized a split of its common shares at a ratio of 1 to
10,153.633 in connection with the Spin-Off of Omega Flex common shares to Mestek
shareholders. All references to shares and per share amounts in these financial statements
have been retroactively restated to give effect to the stock split at the above ratio. See
Note 3 to the consolidated financial statements.

SUMMARY OF OPERATIONS -- for the years ended December 31,

(dollars in thousands except per share data)
2006 2005 2004 2003 2002

Revenues $73,574 $65,638 $48,248 $37,065 $35,026
Net Income $5,164 $7,477  $6,001 $4,037 $3,563
Earnings per common share:

Basic Earnings per common share $0.51 $0.74 $0.66 $0.46 $0.41
Diluted Earnings Per common share $0.51 $0.74 $0.59 $0.40 $0.35




Fellow Shareholders,

The year 2006 marks the first full year of our status

as a publicly-traded company. For a company the size
and stature of OmegaFlex, we have an extraordinarily
capable and experienced Board of Directors that includes
the Chairmen of two New York Stock Exchange-traded
companies, and a former Chairman of the Board of
Governors of the National Association of Securities
Dealers. The Board is balanced off with a number of other
professionals of extraordinary talents and capabilities in
their respective fields. Together, with our internal finance
and legal staffs, we have successfully hurdled through all
of the regulatory requirements of being a public campany
and are well on our way toward becoming Sarbanes Oxley
compliant. The most notable event of 2006 was certainly
the settlement of the Arkansas class action law suit filed
against Omeqga Flex and the three other major suppliers
of flexible gas piping. While we maintain that this case
was frivolous and certainly winnable, the cost of litigating
the case and time demands on management made the
decision by all of the defendants to settle a prudent one.
The after-tax cost impact froze several millions of dollars
and which is all detailed in the financial section. The
positive result of this class action suit has heightened
significant awareness of the issue of lightning with regard
to gas piping systems. This has created a new wave of
interest at many levels in the marketplace for Omega Flex's
proprietary new CounterStike® gas piping product which
has been designed specifically to increase the survivability
of the gas piping system during a lightning event.

The year 2006 saw the expected softening of the
residential real estate market and the reduction in new
residential construction. This is the primary market for
the Omega Flex flagship product, TracPipe® flexible gas
piping. At this particular time, there seems to be no clear
consensus on the duration or the severity of this market
contraction, though we are confident that we are well
positioned to withstand this challenge for several reasons.
Most notably the primary competitive product, which is
black iron pipe, still represents approximately 45% of the
market and provides us a clear avenue to mitigate the
effects of this market contraction. Additionally, we have
for a number of years been working diligently to begin the
process of converting the commercial markets from black
iron pipe to TracPipe® as well. This market generally
requires a range of larger size products which also carries
a higher price. With the number of people on our staff

devoted exclusively to commercial markets, we are well
into this process and are generating a significant level of
sales from this non-residential sector. The good news is
that less than 5% of this market has been converted from
black iron pipe at this point in time.

Despite the weakening of the residential construction
market in the second half of 2006, Omega Flex established
yet another record level of sales for the year and earnings
were also at record levels after adjusting for the anomalous
effects of the litigation settlement. Operations in the

U.K. continued to grow and a manufacturing facility

in Oxfordshire has been established to respond to the
increasing growth of demand for our products. Because
we continue to generate cash from our operations, we
were able to finance the entire U.K. investment without
borrowing funds, pay for the expensive class action
settlement and still declare a $0.40 a share dividend.
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Despite the challenges posed by the contracting residential
construction market, we look forward to 2007 as we

begin our expansion in Europe and begin the process of
commercializing new product lines to provide more balance
and less exposure to the cyclicality of our current primary
market of residential construction.

Sincerely,

/%:/%C/

Kevin R, Hoben
President & CEQ

s £ Rzl

John E. Reed
Chairman
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Common The NASDAQ Stock Market LLC

Securities registered pursuant to section 12(g) of the Act:

Not applicable
(Title of class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes | ] No[X]
Indicate by check mark if the registrant is not required to file reports pursuant o Section 13 or Section 15(d) of the Act.  Yes [ ]  Neo[X]

Note = Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Exchange Act from
their obligations under those Sections.

[ndicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required 10 file such reports), and (2} has been subject
10 such filing requirements for the past 90 days. Yes [X] No[ ]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation 5-K (§ 229.405 of this chapter} is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in
Part 1] of this Form 10-K or any amendment to this Form 10-K. [X]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-aceelerated filed. See definition of
“accelerated filer and large accelerated filer™ in Rule 12b-2 of the Exchange Act. (check one):

Large accelerated filer [ ] Accelerated filer [ ] Non-accelerated filer [X]
Indicated by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes [ ] No[X]

The aggregate market value of voting and non-voting common shares held by non-affiliates of the registram as of June 30, 2006, the last business
day of the most recently completed second quarter of 2006 was $20.05.
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APPLICABLE ONLY TO REGISTRANTS INVOLVED IN BANKRUPTCY PROCEEDINGS
DURING THE PRECEDING FIVE YEARS:

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Section 12, 13 or 15(d) of the Securities
Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes[ ] No[ ]

The number of shares of the registrant’s commeon stock issued and outstanding as of March 30, 2007 was 10,153,633,
Portions of the registrant’s definitive proxy statement relating to the registrant’s 2007 Annual Mceting of Sharchelders te be filed hereafter are

incorporated by reference into Part [l (Items 10-14) of this Report on Form 10-K and certain Exhibits to previous filings with the Securities and
Exchange Commission are incorporated by reference into Part 1V, liem 15 of this Report on Form 10-K.




PART 1
Item 1 - BUSINESS
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this Annual Report on Form 10-K that are not historical facts --

but rather reflect our current expectations concerning future results and events -- constitute
Sforward-looking statements. The words “believes,” “expects,” "intends,” "“plans,”
“anticipates,” “intend,” “estimate,” “potential,” “continue,” “hopes,” “likely,” “will,” and
similar expressions, or the negative of these terms, identify such forward-looking statements.
Such forward-looking statements involve known and unknown risks, uncertainties and other
important factors that could cause our actual results, performance or achievements of Omega
Flex, or industry results, to differ materially from future results, performance or achievements
expressed or implied by such forward-looking statements.

1"

Important factors that might cause our actual results to differ materially from the results
contemplated by these forward-looking statements are contained in “Risk Factors” on page 11
and elsewhere in this report and our future filings with the Securities and Exchange
Commission.

Readers are cautioned not to place undue reliance on these forward-looking statements,
which reflect management’s view only as of the date of this annual report statement. We
undertake no obligation to update the result of any revisions to these forward-looking statements
which may be made to reflect events or circumstances after the date hereof or to reflect the
occurrence of unanticipated events, conditions or circumstances.

GENERAL

DESCRIPTION OF OUR BUSINESS

Overview of the Company

We are a leader in the manufacture and sale of flexible metal hose for applications in
conveying various liquids and gases within a number of diverse industries, including
construction, transportation, steel, pharmaceutical, and petrochemical. The various product lines
include corrugated metal hoses in a broad range of sizes and alloys, including three grades of
stainless steel, bronze, Inconel and Hastelloy. We also manufacture a wide range of pressure
reinforcing braids for our hoses in both metallic and synthetic constructions. These products are
used in a wide variety of applications primarily for the processing industries, transportation
industry, medical and semiconductor markets, and for instrumentation, as well as the
construction industry.

Industry Overview

The flexible metal hose industry is highly fragmented and diverse, with over 10
companies producing flexible metal hose in the United States, and at least that many in Europe
and Asia. Because of its simple and ubiquitous nature, flexible metal hose can be applied and has

been applied to a number of different applications across a broad range of industries.
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The major market categories for flexible metallic hose include automotive, aerospace,
residential and commercial construction, and general industrial. Omega Flex participates in the
latter two, which in the aggregate represent about 50% of the total market opportunity for
flexible metallic hose. The major use of corrugated stainless steel tubing in the residential and
commercial construction markets is primarily for flexible gas piping and gas appliance
connectors and secondarily as pump connectors and seismic loops to isolate vibration in
mechanical piping systems in commercial buildings. The general industrial market includes all of
the processing industries, the most important of which include primary steel, petrochemical,
pharmaceutical, and specialty applications for transfer of fluids at both extremely low and high
temperatures, (such as the conveying of cryogenic liquids) and a highly fragmented OEM
market, as well as a maintenance and repair market.

None of our competitors is dominant in more than one market. We are a leading supplier
of flexible metal hose in each of the two broad markets in which we participate. Our assessment
of our overall competitive position is based on several factors. The flexible gas piping market in
the U.S. is currently concentrated in the residential housing market, and based on the reports
issued by the national trade groups on housing construction, the level of acceptance of flexible
gas piping in the construction market, and the average usage of flexible gas piping in a
residential building, we are able to estimate with a high level of accuracy the size of the total gas
piping market, and, based on our sales, our position within that market. For other applications,
industry trade groups collect and report on the size of the relevant market, and we can estimate
our percentage of the relevant market based on our sales as compared to the market as a whole.

Furthermore, the customer base for the products that we sell is widely known, as is the
identity of the manufacturers aligned with those customers. Independent manufacturers’ sales
representatives have good estimates and in many cases, factual information on the volume of
purchases of customers in their territories. Because there are gross differences in the market
shares of many of the competing manufacturers, it is possible to reasonably assess shared
positions. Large national accounts also have a sense as to shared positions as well, because they
have relationships with most of the competing manufacturers and will share opinions. Lastly, the
term “leading” implies a host of factors other than sales volume and market share position. This
includes the range and capability of the product line, history of product development and new
product launches, all of which information is in public domain. Based on this alone, we are
without question the undisputed leader in at least one of the two major market segments in which
we participate.

Development of Business

We were incorporated in 1976 under the name of Tofle America, Inc. as the subsidiary of
a Japanese manufacturer of flexible metal hose. For a number of years, we were a manufacturer
of flexible metal hose that was sold primarily to customers using the hose for incorporation into
finished assemblies for industrial applications. We later changed our name to Omega Flex, Inc.,
and in ]996 we were acquired by Mestek, Inc. In 1997, we introduced our first new product -
TracPipe® corrugated stainless steel tubing for use in carrying fuel gas within residential,
commercial and industrial buildings. Our growth since 1997 has been primarily as a result of the
growth in the use and acceptance of corrugated stainless steel tubing as an alternative to the
traditional black iron pipe throughout the construction industry, and through the development of
our AutoFlare® patented fittings and accessories to the corrugated stainless steel tubing that




differentiate our systems from those of our competitors. In January 2005, Mestek announced its
intention to distribute its equity ownership in our common stock to the Mestek shareholders. A
registration statement for the Omega Flex common stock was filed with the Securities and
Exchange Commission and the registration statement was declared effective on July 22, 2005.
We also listed our common stock on NASDAQ National Market (now the NASDAQ Global
Market) under the stock symbol “OFLX”, and began public trading of our common stock on
August 1, 2005. All Mestek shareholders as of the record date for the distribution received one
share of Omega Flex common stock for each share of Mestek common stock owned as of the
record date. We are now a totally separate company from Mestek, and we do not use or share any
material assets or service of Mestek in conducting our business. Our operating plans for 2007 are
to continue to grow the distribution and sale of our Tra(:Pipe® flexible gas piping and industrial
products, as well as to nurture new product development.

Overview of Current Business

Products

We have had the most success within the residential construction industry where our
TracPipe® flexible gas piping has enjoyed wide acceptance due to its reliability and durability.
Within that industry, the flexible gas piping products that we offer and similar products offered
by our competitors have sought to overcome the use of black iron pipe that has traditionally been
used by the construction industry in the United States and Canada for the piping of fuel gases
within a building. Prior to the introduction of the first corrugated stainless steel piping system in
1989, nearly all construction in the United States and Canada used traditional black iron pipe for
gas piping. However, the advantages of corrugated stainless steel tubing in areas subject to high
incidence and likelihood of seismic events had been first demonstrated in Japan. In a seismic
event, the corrugated stainless steel tubing was shown to withstand the stresses on a piping
system created by the shifting and movement of a seismic event better than rigid pipe. However,
the advantages of corrugated stainless steel tubing over the traditional black iron pipe also
include lower overall installation costs because the corrugated stainless steel tubing can be
installed in long uninterrupted lines within the building.

The flexibility of the tube allows it to be bent by hand without any tools when a change n
direction in the line is required. In contrast, black iron pipe requires that each bend in the pipe
have a separate fitting attached. This requires the installer to thread the ends of the black iron
pipe, apply an adhesive to the threads, and then screw on the fitting, all of which 1s labor
intensive and costly, including testing and rework if the work is not done properly. As a result of
these advantages, corrugated stainless steel tubing now commands approximately one-half of the
market for fuel gas piping in new and remodeled residential construction in the United States,
and the use of rigid iron pipe and to a lesser degree copper tube, accounts for the other half of the
market. We have not yet established a strong presence in the commercial or institutional
construction markets in the United States but continue to pursue those opportunities.

From its introduction in 1997, TracPipe® flexible gas piping has grown to be our primary
product line, with other applications representing a minor portion of our business. While we
remain firmly committed to maintaining a presence in the other applications and markets for
flexible metal hose (both because of the opportunities in those applications and because they
suggest new markets and new applications), we have increasingly become an organization
oriented to the manufacture and distribution of flexible gas piping products. The growth in the
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flexible gas piping application domestically has superseded the prior technologies represented by
traditional black iron pipe or copper tube. We plan to continue our growth through continued
inroads against older technologies, in both the residential and commercial markets, in the United
States and overseas in geographic areas that have access to natural gas distribution systems.

As noted below, our flexible metal hose is used in a wide variety of applications besides
flexible gas piping. Our involvement in these markets is important because just as the flexible
gas piping applications have sprung from our expertise in manufacturing annular metal hose, so
other applications may also evolve from our participation in the industry. For example, we
currently have several development projects underway in various stages for several new
applications, including transportation, high purity gases, and underground pre-sleeved
applications. Our transportation products require some additional development and testing for
the product to begin to reach its potential and begin full commercialization. Qur high purity gas
and underground pre-sleeved applications are still in development.

Flexible metal hose is also used in a wide variety of industrial and processing
applications where the unique characteristics of the flexible hose in terms of its flexibility, and its
ability to absorb vibration and thermal expansion and contraction, has unique benefits over rigid
piping. For example, in certain pharmaceutical processing applications, the process of
developing the specific pharmaceutical may require rapid freezing of various compounds
through the use of liquefied gases, such as liquefied nitrogen, helium or Freon. The use of
flexible metal tubing is particularly appropriate in these types of applications. Flexible metal
hose can accommodate the thermal expansion caused by the liquefied gases carried by it through
the hose, and the total length of the hose will not significantly vary. In contrast, fixed or rigid
metal pipe would expand and contract along its length as the liquid gases passed through it,
causing stresses on the pipe junctions that would over time fatigue and fail. Alternatively, within
certain industrial or commercial applications using steam, either as a heat source or in the
industrial process itself, the pumps used to transfer the liquid or steam within the system are
subject to varying degrees of vibration. Flexible metal hoses can be used as connections between
the pump and the intake of the fluids being transferred to eliminate the vibration effects of the
pumps on the piping transfer system.

Manufacturing

In each instance, whether the application is for corrugated stainless steel tubing for fuel
gases, flexible metal hose for handling specialty chemicals or gases, or unique industrial
applications requiring ability to withstand wide variations in temperature and vibration, all of our
success rests on the metal hose made by Omega Flex. Most of our flexible metal hoses range in
diameter from 1/4” to 2” while certain applications require diameters of up to 14”. All of our
smaller diameter pipe (2" inner diameter and smaller) is made by a proprietary process that is
known as the rotary process. The proprietary process that we use to manufacture our annular
hose is the result of a long-term development effort begun in 1995. Through continuous
improvement, we have over the years developed and fine-tuned the process so that we can
manufacture annular flexible metal hose on a high speed, continuous process. We believe that
our own rotary process for manufacturing annular corrugated metal hose is the most cost
efficient method in the industry, and that our rotary process provides us with a unique advantage
in many of the industries in which we participate. As a result, we are able to provide our product
on a demand basis. In December 2006, we achieved a delivery performance to the scheduled ship
date of 96.9% for TracPipe® flexible gas piping. The quick inventory turnover reduces our costs
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for in-process inventory, and further contributes to our gross margin levels. We have also
improved our productivity on a historical basis.

Raw Materials

We use various materials in the manufacture of our products primarily stainless steel for
our flexible metal hose and polyethylene for our jacketing material on TracPipe® flexible gas
piping. We also purchase all of our proprietary AutoFlare® brass fittings for use with the
TracPipe® flexible gas piping. Although we have multiple sources qualified for all of our major
raw materials and components, we have historically used one or two sources of supply for such
raw materials and components. Qur current orders for stainless steel and fittings are each placed
with one or two suppliers. If any one of these sources of supply were interrupted for any reason,
then we would have to devote additional time and expense in obtaining the same volume of
supply from our other qualified sources. This potential transition, if it were to occur, could affect
our operations and financial results during the period of such transition. Commodities markets in
general and stainless steel in particular has had significant upward price movement in 2006,
resulting in increasing costs to manufacture products and, in some cases, a tightening supply. We
believe that with our purchase commitments for stainless steel, polyethylene and for our
proprietary fittings, that we have adequate sources of supply for these raw materials and
components for 2007. We have not had significant difficulty in obtaining the raw matenials,
component parts or finished goods from our suppliers in prior years. We believe that constriction
in the supply of stainless steel will continue until additional global capacity becomes available.
Continued volatility in the commodities marketplace and competitive conditions in the sale of
our products may not allow us to pass along raw materials or component part price increases to
our customers.

Business Seasonality

The demand for our TracPipe® flexible gas piping product may be affected by the
construction industry’s demand, which generally may slacken in the winter months of each year
due to cold and inclement weather. Accordingly, sales growth is usually higher in the spring,
summer and fall, while sales in the winter may be static or rise only modestly. However, the
effect of the winter weather may be offset by the increase in demand for flexible gas piping
products in general as more contractors and installers choose to use flexible gas piping rather
than black iron pipe.

Customers

We sell our products to customers scattered across a wide and diverse set of industnes
from construction to pharmaceutical with approximately 4,300 active customers. These sales
channels include sales through independent sales representatives, distributors, oniginal equipment
manufacturers, direct sales, and sales through our website on the internet. We utilize various
distribution companies in the sale of our TracPipe® flexible gas piping, and these distribution
customers in the aggregate represent a material portion of our business. In particular, our
customer, Ferguson Enterprises, and its various branches, represents 18% of the Company’s Net
Sales for the year ended December 31, 2006, and 14% of the Accounts Receivable balance at
December 31, 2006. All of this business is done on a purchase order basis for immediate resale
commitments or stocking, and there are no long-term purchase commitments. In the event we
were to lose an account, we would not expect any long-term reduction in our sales due to the
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broad end-user acceptance of our products. We would anticipate that in the event of a loss of
any one or more distributors, that after an initial transition period, the sale of our products would
resume at or near their historical levels. Furthermore, in the case of certain national distribution
chains like Ferguson and other distributors, it is possible that there would continue to be
purchasing activity from one or more regional or branch distribution customers. We sell our
products within North America, primarily in the United States and Canada, and we also sell our
products internationally, primarily in Europe through our sales office located in Oxfordshire,
England. Our sales outside of North America are less than ten percent of our total net sales, with
most of the sales occurring in the United Kingdom and elsewhere in Europe. We do not have a
material portion of our long-lived assets located outside of the United States, and due to its small
size, the foreign operations do not carry any additional risk from being located outside of the
United States.

Distribution of Sales

As mentioned previously, we sell our products primarily through independent outside
sales organizations, including independent sales representatives, distributors, fabricating
distributors, wholesalers, and OEMs. We have a limited internal sales function that sells our
products to key accounts, including OEMs and distributors of bulk hose. We believe that within
each geographic market in which the independent sales representative, distributor or wholesaler
is located that our outside sales organizations are the first or second most successful outside sales
organization for the particular product line within that geographic area.

Competition

There are approximately ten manufacturers of flexible metal hose in the United States,
and approximately that number in Europe, several in South America, and six to eight in Asia.
The U. S. manufacturers include Titeflex Corporation, Parker Hannifin Corporation, Ward
Manufacturing, Truflex, Microflex, U. S. Hose, Hose Master, and several smaller privately held
companies. No one manufacturer, as a general rule, participates in more than two of the major
market categories as outlined above with most concentrating in just one. We estimate that we
hold a number one or number two share position in the two major market categories in which we
participate. In the flexible gas piping market, the U.S. market is currently concentrated in the
residential housing market, and based on the reports issued by the national trade groups on
housing construction, the level of acceptance of flexible gas piping in the construction market,
and the average usage of flexible gas piping in a residential building, we are able to estimate with
a high level of accuracy the size of the total gas piping market, and based on our sales our
position within that market. For other applications, industry trade groups collect and report on
the size of the relevant market, and we can estimate our percentage of the relevant market based
on our sales as compared to the market as a whole. The larger of our two markets, the
construction industry, has seen a reduction in the rate of growth in 2006. As discussed
elsewhere, black iron pipe or copper tube was historically used by all builders of commercial and
residential buildings until the advent of flexible gas piping and changes in the relevant building
codes. Since that time, flexible gas piping has taken an increasing share of the total amount of
fuel gas piping used in construction, until at present we estimate that flexible gas piping is
approximately one-half of the market for the residential component, but significantly less for
commercial. Within the flexible gas piping market, we compete against five other manufacturers
of flexible metal hose, including Titeflex, Parker Hannifin, and Wardflex.




In the industrial market, due to the number of applications in which flexible metal hose
may be used, and the number of companies engaged in the manufacture and sale of flexible
metal hose, the market is very fragmented, and we estimate that no one company has a
predominant market share of the business over other competitors. The general industrial markets
within Europe are very mature and tend to offer opportunities which are interesting to us in niche
markets or during periods in which a weak dollar increases the demand for our products on a
competitive basis. Such has been the case for several years and has created new relationships for
us. Currently, we are not heavily engaged in the manufacture of flexible metal hose for the
aerospace or automotive markets, but we continue to review opportunities in all markets for our
products to determine appropriate applications that will provide growth potential and high
margins. In some cases, where the product offering is considered a commedity, price is the
overriding competing factor. In other cases, a proprietary product offering or superior
performance will be the major factors with pricing being secondary and in some cases, a non-
factor. The majority of our sales are to distributors and wholesalers, and our relationships with
these customers are on an arms-length basis in that neither we nor the customers are so
dependent on the other to yield any significant business advantage. From our perspective, we are
able to maintain a steady demand for our products due to the broad acceptance of our products
by end users, regardless of which distributor or wholesaler sells the product.

Backlog

Management does not believe that backlog figures are material to an understanding of our
business because most products are shipped promptly after the receipt of orders.

Intellectual Property

We have a comprehensive portfolio of intellectual property, including approxnmately 93
patents issued in 30 countries around the world. The patents cover (a) the Autoflare® fi ittings
used by the flexibie gas piping to join the piping to a junction or assembly, (b) pre-sleeved
corrugated stainless steel tubing for use in underground applications, (c) an electrically
conductive Jacket for flexible gas piping that we sell under the trademark CounterStrike®. Our
AutoFlare® fitting is the leading fitting for use with flexible gas piping because it offers a metal-
to-metal seal between the fitting and the tubing, and because of its robustness and ease of use.
The metal-to-metal contact provides for a longer lasting and more reliable seal than fittings
which use gaskets or sealing compounds that can deteriorate over time. In applications involving
fuel gases in a building, the ability to maintain the seal and prevent the leaking of such gases
over long periods of time is valued by our customers. We also have received a patent for the
composition of the polyethylene jacket used in our CounterStrike® flexible gas piping product,
which has increased ability to dissipate electrical energy in the event of a nearby lightening
strike. The expiration dates for the several patents covering our AutoFlare® fi ittings will expire
between 2016 and 2020 and the Counterstrike® patent will expire 2025. We currently have
several patent applications pendmg in the United States and mtematlonally covering
improvements to our AutoFlare® fittings and our CounterStrike® polyethylene jacket. Finally,
and as mentioned above, our unique rotary process for manufacturing flexible metal hose has
been developed over the last ten years, and constitutes a valuable trade secret. In a recently
concluded case, a Pennsylvania court has issued a ruling that confirms our proprietary rotary
manufacturing process does constitute a “trade secret” under Pennsylvania law, and 1s entitled to
protection against unauthorized disclosure or misappropriation.




We are currently engaged in a case currently pending in the U.S. District Court in
Massachusetts, in which we have sued a flexible gas pipe competitor for infringement on one or
more of our U.S. patents covering our AutoFlare® fittings. The court has ruled that the
competitor did infringe one or more of our patents, and that the patents were valid. The decision
regarding validity of our patents is currently on appeal. See “ltem 3 — Legal Proceedings” for a
more detailed description of the litigation.

Employees

As of December 31, 2006, we had | 15 employees. Most of our employees are located in
our main facility in Exton, Pennsylvania, which is currently our main manufacturing facility, and
which contains our engineering, finance, human resources and most sales personnel. Qur factory
workforce in Exton, Pennsylvania is not represented by a collective bargaining agent. We also
maintain an office in Westfield, Massachusetts where seven employees in management and sales
are primarily assigned. We sublease our Westfield offices from Mestek. A number of individual
sales personnel are scattered across the United States. We also maintain a facility in Oxfordshire,
England, and that facility has a total of seven people. The sales personnel in England handle all
sales and service for our products in Europe and select accounts in Asia and the Middle East.

Environmental

Our manufacturing processes do not require the use of significant quantities of hazardous
substances or matenials, and therefore we are able to operate our Exton facility as a “small
quantity generator” under the Resource Conservation and Recovery Act, 42 US.C. §§ 321 er
seq. As a result, compliance with federal, state and local environmental laws do not pose a
material burden on our business, and we are not required to expend any material amounts on
capital expenditures for environmental control facilities for our manufacturing facility.

Internet Website

You may learn more about our company by visiting our website at www.omegaflex.com.
Among other things, you can access our filings with the Securities and Exchange Commission.
These filings include annual reports (Form 10-K), quarterly reports (Form 10-Q), and current
reports (Form 8-K), as well as Section 16 reports filed by our officers and directors (Forms 3, 4
and 5). All of these reports will be available on the website as soon as reasonably practicable
after we file the reports with the SEC. You may also view on our website the following
important corporate governance documents:

Code of Business Ethics

e Corporate Governance Guidelines

Charters for each of the Board committees

Policy on receiving complaints regarding account or internal control issues

Item 1A — RISK FACTORS

You should carefully consider the following risk factors and all the other information
contained in this annual report and our other filings in evaluating our business and investment in
our common stock. We have not disclosed general risk factors that may be applicable to any
for-profit organization, such as general economic conditions, interest rates, labor supply and
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technological changes. Investors are cautioned to take into consideration the specific risk factors
we have disclosed below and general risk factors before making an investment decision.

Risk Relating to Our Business
Certain of our competitors may have greater resources, or they may acquire greafer resources.

Some of our competitors have substantially more resources than are available to us as a
stand-alone company. For example, in the corrugated stainless steel tubing market, two of our
competitors are divisions of large corporations with revenues measured in the billions of dollars.
These competitors may be able to devote substantialty greater resources to the development,
manufacture, distribution and sale of their products than would be available to us as a stand-
alone company. One or more competitors may acquire several other competitors, or may be
acquired by a larger entity, and through a combination of resources be able to devote additional
resources to their businesses. These additional resources could be devoted to product
development, reduced costs in an effort to obtain market share, greater flexibility in terms of
profit margin as part of a larger business organization, increased investment in plant, machinery,
distribution and sales concessions. As a stand-alone company, the resources that may be
devoted by us to meet any potential developments by larger, well-financed competitors may be
limited.

We are dependent on certain raw materials and supplies that could be subject to volatile price
escalation.

As a manufacturer of flexible metal hose, we must use certain raw materials in the
manufacture of the hose. The primary raw material is stainless steel that is used in the forming
of the hose, and various other steel products used in the wire braid overlay over some flexible
metal hoses for additional strength and durability. We also use polyethylene in pellet form for
the forming and extrusion of polyethylene jacket over corrugated stainless steel tubing for use in
fuel gas applications, underground installations, and other installations that require that the
metal hose be isolated from the environment. Finally, we also purchase our proprietary brass
fittings used with the flexible metal hose that provide a mechanical means of attaching the hose
to an assembly or junction. We attempt to limit the effects of volatile raw material prices, and to
ensure adequate and timely supply of material, by committing to annual purchase contracts for
the bulk of our steel and polyethylene requirements, and for our requirements for fittings. We
also have qualified several vendors to produce or manufacture our critical purchase
requirements. However, there is no assurance that these precautions would eliminate all or most
of the adverse effects of a sudden increase in the cost of materials or key components, or that
the loss of one or more of our sources would not lead to higher costs because of less
competition.

We face intense competition in all of our markets.

The markets for flexible metal hose are intensely competitive. There are a number of
competitors in all markets in which we operate, and generally none of these markets have one
dominant competitor — rather a large number of competitors exist, each having a proportion of
the total market. One or more of our competitors may develop technologies and products that are
more effective or which may cost less than our current or future products, or could potentially
render our products noncompetitive or obsolete. Our prior success has been due to our ability to
develop new products and product improvements, and establish and maintain an effective
distribution network which to some extent came at the expense of several competing




manufacturers. There can be no assurance that our competitors will not be able to disrupt our
distribution network by causing one or more of our sales representatives to drop our product
lines.

We may not retain our independent sales representatives, distributors and wholesalers.

Almost all of our products and all of product lines are sold by outside sales organizations.
These independent sales organizations include sales representatives, distributors and wholesalers,
and generally are geographically dispersed in certain territorial markets across the United States,
Canada and elsewhere. These outside sales organizations are independent of us, and are typically
owned by the individual principals of such firms. We enter into agreements with such outside
sales organizations for the exclusive representation or distribution of our products, but such
agreements are generally for terms of one year or less. At the expiration of the agreement, the
agent or distributor may elect to represent a different manufacturer, As a result, we have no
ability to control which flexible metal hose manufacturer any such sales organization may
represent or carry. The competition to retain quality outside sales organizations is also intense
between manufacturers of flexible metal hose since it is these sales organizations that generally
can direct the sales volume to distributors and, ultimately, contractors and installers in important
markets across the country, and in other countries in which we operate. The failure to obtain the
best outside sales organization within a particular geographic market can limit our ability to
generate sales of our products. In addition, our relationships with such sales representatives,
distributors and wholesalers were initiated while we were a substdiary of Mestek, and the
establishment of these relationships may have benefited from our association with Mestek. While
we currently have a fully developed sales and distribution network of superior outside sales
organizations, there can be no assurance that any one or more of the outside sales organizations
will elect to remain with us.

Qur manufacturing plant may be damaged or destroyed.

Al of our manufacturing capacity is currently located in our facility in Exton,
Pennsylvania. We do not have any other operational manufacturing capacity for flexible metal
hose. We cannot replicate our manufacturing methods at a supplier’s facility due to the
confidential and proprietary nature of our manufacturing process. If the manufacturing portion of
the Exton facility were destroyed or damaged in a significant manner, we would not be able to
manufacture our flexible metal hose without delay or interruption. This could lead to a reduction
in sales volume if customers were to purchase their requirements from our competitors, claims
for breach of contract by certain customers with contracts for delivery of flexible metal hose by a
certain date, and costs to replace our destroyed or damaged manufacturing capacity. The impact
of any possible damage or destruction of our manufacturing facility may be offset to some extent
by proceeds from our business interruption insurance policies. The fittings and accessories for
the flexible metal hose are manufactured for us by several suppliers not located in Exton,
Pennsylvania,

Our historical financial information may not be indicative of our future results as an
independent company.

The historical financial information included in this annual report may not reflect what
our results of operations, financial position and cash flows would have been had we been a
separate publicly traded company during the periods presented and may not be indicative of our
future results of operations, financial position and cash flows. We believe there are a number of
reasons for this;
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¢ As asubsidiary of Mestek, we received various services from Mestek and from
outside vendors, and Mestek allocated expenses for these services and allocated a
corporate charge to us. The amounts we paid for these services may have been
more or less than the amounts that would have been incurred had we performed or
acquired these services ourselves or that we have incurred as a separate company;

¢ Qur historical financial information prior to the distribution does not reflect
certain events and changes that occurred as a result of our Spin-Off from Mestek,
including, the establishment of our capital structure, the incurrence of commercial
bank debt and interest expense and changes in our expenses as a result of new
treasury, employee benefit, tax and other functions that we have assumed.

* We incurred a significant expense in settling the Arkansas class action litigation.
We believe that this settlement was an anomalous event, and 1s unlikely to be
replicated on that scale within the foreseeable future.

For a further discussion of our financial information, see “Selected Historical Financial
and Operating Data” and “Audited Financial Statements”.

We are primarily dependant on one product line for most of our sales.

Most of our sales are derived from the sale of TracPipe® flexible gas piping and to a
lesser extent CounterStrike® flexible gas piping and accessories, including Autoflare® fittings.
Sales of our flexible metal hose for other applications represent a small portion of our overall
sales and 1 mcome Any event or circumstance that adversely affects our TracPipe® or
CounterStrike® flexible gas piping could have a greater impact on our business and financial
results than if our business were more evenly distributed across several different product lines.
The effects of such an adverse event or circumstance would be magnified in terms of our
company as a whole as compared to one or more competitors whose product lines may be more
diversified, or who are not as reliant on the sales generated by their res gective flexible gas piping
products. Therefore, risks relating to our TracPlpe and CounterStrike™ flexible gas piping
business — in particular loss of distributors or sales channels, technological changes, changes in
applicable code requirements, loss of our key personnel involved in the fiexible gas piping
product line, increases in commodity prices, particularly in stainless steel and polyethylene —
could pose a significant risk to our company and it businesses.

We are dependant on certain sales channels for a significant portion of our business.

Of the various sales channels that we use to sell our TracPlpe flexible gas piping, a
51gn1ﬁcant portion of such sales are made through our wholesale stocking distributors that
include Ferguson Enterprises and several other distributors. These and other distributors
purchase our TracPipe® flexible gas piping product and accessories, and stock the products in
warehouses for resale, either to their own local branches or to end-users. Because of the breadth
and penetration of the distribution networks, and the range of complementary products they offer
for sale, these wholesale distributors are able to sell large amounts of our TracPlpe flexible gas
piping products to end users across the United States and Canada. The decision by a major
wholesaler distributor to stop distributing our TracPipe® product, and to distribute a competitive
flexible gas piping product could significantly affect our revenues and possibly our earnings
unless management took steps to replace such sales channel or otherwise act to maintain our
margins.
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We do not have a recent record of operating as an independent company and our historical
financial information may not be indicative of our future results as an independent company.

We previously operated as an independent company from 1975 to 1996, when we were
acquired by Mestek. At the time of the acquisition, we were a small privately held company, and
our revenues were no more than §7 million annually. While we were a part of Mestek, we
operated as a part of its broader corporate organization, which provided various corporate
services to us as part of the management fee charged by Mestek which we approved. Such
corporate services including strategic corporate planning, legal services, finance services,
insurance administration and coverage, tax accounting and planning, human resources and
benefit plan sharing, environmental, health & safety services, and access to the Mestek credit
facilities with Bank of America and its predecessors. Following the distribution, we have taken
responsibility for these activities and our cost of performing these services or acquiring these
services may be more than the corporate charge we previously received from Mestek.

We may substantially increase our debt in the future.

We are currently not carrying any long-term debt. We may consider establishing credit
facilities to provide funds for purposes of working capital, capital purchases, research and
development, potential acquisitions and business development. If we do use credit facilities,
interest costs associated with any such borrowings and the terms of the loan generally may
adversely affect our profitability.

Our business may be subject to the supply and availability of fuel gas supplies.

Our TracPipe® flexible gas piping products are used to convey fuel gas, primarily natural
gas, but also propane, within a building from the exterior wall of the building to any gas-fired
appliances within the building. Because the TracPipe® product is used in the transmission of fuel
gas, the application of the product is limited to geographic areas where such fuel gas is available.
Certain geographic areas of the United Sta